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SUBJECT: FIRST QUARTER GNP-GROWTH SLACKENS 
SUMMARY: 

RECENTLY RELEASED FIGURES SHOW KOREA'S ECONOMY GREW BY A 
CREDITABLE 9.3 PERCENT IN THE FIRST QUARTER AS A RESULT OF 
SUSTAINED EXPORT GROWTH. CONSUMERS, HOWEVER, TURNED 
CAUTIOUS AND PRIVATE CONSUMPTION EXPENDITURES ROSE AT 
BELOW AVERAGE RATES WHILE RESIDENTIAL CONSTRUCTION 
PLUMMETED. THE PROJECTED 10 PERCENT ECONOMIC GROWTH FOR 1977 
ORGINALLY FORECAST REMAWNS PROBABLE, BUT THE ODDS ARE 
NARROWING. END SUMMARY. 

1 . THE BANK OF KOREA RECENTLY RELEASED FIRST QUARTER 
GNP (UNADUSTED) DATE FOR 1977. REAL GNP IN 1970 
CONSTANT PRICES ROSE 9.3 PERCENT TO 970 BILLION WON 
($2,004 MILLION) GOMPARED TO THE 16 PERCENT FIRST 

QUARTER GROWTH RECORDED IN 1976. (ALL GROWTH RATES ARE PERCENTAGE 
INCREASES OVER THE CORRESPONDING PERIOD A YEAR EARLIER). 
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PRINCIPAL ENGINE OF GROWTH REMAINED THE EXTERNAL SECTOR WITH 
EXPORTS OF GOODS AND SERVIES-IN REAL TERMS-UP BY 38.8 PERCENT 
COMPARED TO A 26.3 PERCENT INCREASE IN IMPORTS. 

(CIMPARABLE FIGURES FOR THE FIRST QUARTER OF 1976 WERE 
51.7 PERCENT AND 14.6 PERCENT RESPECTIVELY.) THE 
INCREASING IMPORTANCE OF INVISIBLES TO THE EXTERNAL 
ACCOUNT IS DEMONSTRATED BY THE FACT THAT COMMODITY 
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EXPORTS WERE UP ONLY BY 29.9 PERCENT (60.7 PERCENT IN 
1976). 

2. IN SECTORIAL GROWTH THE LARGEST DECLINE WAS RECORDED 
BY AGRICULTURE AND FISHERIES WHICH INCREASED BY ONLY 
4.9 PERCENT COMPARED TO THE 15.2 PERCENT INCREASE IN 

THE FIRST QUARTER OF 1976. MINING AND MANUFACTURING 
WERE UP 10.3 PERCENT AND SOCIAL OVERHEAD CAPITAL PLUS 
SERVICES BY 9.2 PERCENT, (26.5 PERCENT AND 8.1 PERCENT 
RESPECTIVELY DURING THE FIRST QUARTER OF 1976). 

3. WITHIN THE MANUFACTURING SECTOR GROWTH WAS PACED BY 
HEAVY INDUSTRY-UP 15.3 PERCENT. THE MOST SIGNIFICANT 
INCRREASE WAS RECORDED BY BASE METALS WHICH GREW BY 

32 PERCENT. OTHER AREAS DEMONSTRATING SIGNIFICANT 
INCREASES WERE MACHINERY (21.8 PERCENT) AND PETROLEUM 
REFINING (16.5 PERCENT). CHEMICAL PRODUCTION HOWEVER, 

ROSE BY ONLY 3.8 PERCENT. IN THE LIGHT INDUSTRY SECTOR 
(UP 7.1 PERCENT) RUBBER GOODS LED WITH A GROWTH RATE 
OF 34.5 PERCENT. THE TRADITIONAL LIGHT INDUSTRIES: 

TEXTILES (UP 4.5 PERCENT), FOOTWEAR AND GARMENTS 
(UP 3.2 PERCENT) AND LEATHER GOODS (DOWN 2.9 PERCNT) PUT 
IN THE POOREST PERFORMANCE. NO IMMEDIATE UPTURN IN 
THESE INDUSTRIES IS FORESEEN. 

4. INVESTMENT FIGURES DISPLAYED WIDE VARIATION. GROSS 
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FIXED INVESTMENT SHOWED A CREDITABLE 17.4 PERCENT 
UPTURN (IT WAS A NEGATIVE 10.4 PERCENT IN THE FIRST 
QUARTER OF LAST YEAR). THIS WAS PRIMARILY DUE TO 
SIGNIFICANT INCREASES IN GOVERNMENT CONSTRUCTION AND 
SOCIAL OVERHEAD CAPITAL EXPENDITURES. THE FORMER ROSE 
BY 31.4 PERCENT AND THE LATTER BY 34.4 PERCENT. 

ENCOURAGING ALSO WAS THE INCREASE IN OUTLAYS FOR 
INVESTMENT IN MACHINERY AND EQUIPMENT WHICH WERE UP BY 
31.4 PERCENT IN REAL TERMS. ON THE OTHER HAND PRIVATE 
CONSTRUCTION WAS DOWN 22.9 PERCENT WITH PRIVATE 
RESIDENTIAL CONSTRUCTION FALLING PRECIPITOUSLY BY 60.7 
PERCENT. HIGH COSTS, TIGHT MONEY AND UNCERTAINTIES PLAGUE 
THE CONSTRUCTION WNDUSTRY WITH LITTLE RELIEF IN SIGHT. 

AS A RESULT OF LARGE INVENTORY DIS-INVESTMENT TOTAL GROSS 
INVESTMENT EXPENDITURES ROSE A MINIMAL 0.1 PERCENT. 

5. FURTHER EVIDENCE OF A TIGHTENING UP OF CONSUMER 
OUTLAYS IS SHOWN BY PRIVATE CONSUMPTION EXPENDITURES 
WHICH ROSE ONLY 6.2 PERCENT COMPARED TO 6.9 PERCENT IN 
THE FIRST QUARTER OF 1976 AND PROJECTED TO GROW AT A 

7 PERCENT RATE IN 1977. GOVERNMENT CONSUMPTION 
EXPENDITURES WERE UP BY 13.3 PERCENT. 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


6. THE KOREA DEVELOPMENT INSTITUTE (KDI) IN A FORECAST 
RELEASED AT THE END OF MAY HAD PROJECTED A 1 1 PERCENT REAL 
GNP GROWTH FOR 1977 AS A RESULT OF INCREASED CONSUMPTION 
AND INVESTMENT OUTLAYS IN THE SECOND HALF. HOWEVER, IT 
APPEARS THAT THE SECOND QUARTER S GROWTH MAY, IN FACT, 

BE BELOW THE FIRST QUARTER-ONE EXPERT HAS NOW 
PROJECTED BETWEEN 7 AND 8 PERCENT-BECAUSE OF THE POOR 
BARLEY HARVEST, STAGNATION IN THE FISHERIES INDUSTRY, 

AND CONTINUING DOLDRUMS IN PRIVATE CONSTRUCTION AND 
CONSUMPTION. IF ACCURATE, IT WOULD BE NECESSARY FOR 
THE SECOND HALF TO DEMONSTRATE COUTSTANDING GAINS TO 
REACH AN 1 1 PERCENT OVERALL GROWTH FOR THE YEAR. 

WHILE POSSIBLE, SUCH SECOND HALF GROWTH LOOKS 
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UNLIKELY FROM PRESENT PERSPECTIVES. IN THE MEANTIME, 

THE ECONOMIC PLANNING BOARD IS MAINTAINING ITS PROJECTION 
FOR A 10 PERCENT REAL GROWTH. EVEN THIS MAY BECOME 
SUSPECT IF THE SECOND QUARTER IS INDEED AS POOR, IN 
KOREAN TERMS, AS ENVISAGED. IT NOW APPEARS THAT THE 
THIRD QUARTER, WHEN THE VALUE ADDED TAX AND ITS 
ATTENDENT PROBLEMS COME ON STREAM MAY BE THE CRUCIAL 
PERIOD IN EVALUATING THE YEAR'S TOTAL ECONOMIC 
PERFORMANCE. 

SNEIDER 
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